FDI is important in building a sustainable and diversified knowledge-based UAE economy. The stock of FDI grew at an average annual growth rate of 45. 
INTRODUCTION
The purpose of this article is to provide an FDI outlook for the United Arab Emirates (UAE) and discuss the policy environment in which FDI has nourished. The outlook provides FDI information that covers the aggregate, sectorial and corporate levels, and highlights policy developments surrounding UAE FDI performance and the extent to which FDI has benefitted the economy.
UAE is one of six Gulf Cooperation Council (GCC) countries, which comprise Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the UAE. It is also one of the four GCC OPEC members, which include Kuwait, Qatar, Saudi Arabia, and the UAE.
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FDI is considered an important factor in UAE efforts to reduce reliance on natural resources and diversify its economy in the long term. The UAE government aims to build a sustainable knowledge based economy, as projected in the UAE 2021 Vision. The UAE 2021 Vision charts the goals and steps for the next stage of the nation's progress leading up to the year 2021. Theme 3 of the Vision , "United in Knowledge", emphasizes that, in creating a sustainable and diversified economy, home-grown entrepreneurship is to be stimulated and FDI to be attracted. Accordingly, FDI is envisaged as one of the pillars for the structural transformation of the economy.
The UAE has a high inward FDI potential as reflected in the high UNCTAD's Inward FDI Potential Index ranking. In 2008 and 2009, UAE's inward FDI potential index was ranked third and fifth among 142 countries, respectively (Table 1 ). In 2011, the index was ranked 19 th among 177 economies with high potential on market attractiveness (ranked ninth), enabling infrastructure (ranked 28 th ) and presence of natural resources (ranked 45 th ) ( Table 2) . 3 With such potential, the UAE aspires to becoming a global investment hub, which also helps the Government to fulfill its vision for diversifying the economy.
[Insert Table 1 here.]
[Insert Table 2 here.]
With such potential, FDI can be beneficial to the UAE economy in the long run.
Studies, such as Alfaro et al. (2009) , Blomström and Kokko (1998) , Borensztein et al. (1998) , UNCTAD (1999) , and Cipollina et al. (2012) , have shown that FDI has its benefits. Under appropriate conditions -mainly availability of human capital and developed financial system -FDI can boost capital formation, employment, exports economic growth, and protection of the environment in host economies. It also results in technology transfer and productivity spillovers to local firms through forward and backward linkages, local firms imitating MNEs, or hiring workers trained by MNEs. 4 Technology, which includes product, process and distribution technologies, in addition to management and marketing skills, can be important for the diversification of the UAE economy, and its transformation to a knowledge-based economy. Some preliminary evidence on the benefits of FDI to the UAE economy is provided in the last section of the outlook.
FDI: LEVEL AND DISTRIBUTION
UAE FDI stock grew from US$ 1 billion (1 percent of GDP) in 2000 to US$ 95 billion (26.9 percent of GDP) in 2012, the second highest GCC country after Saudi Arabia. The average annual growth rate of FDI stock (45.3 percent) is the highest in the GCC region (Table 3) .
[Insert Table 3 here.]
The take-off point for UAE's FDI was 2003, when the FDI stock rose to US$ 7 billion (5.3 percent of GDP [Insert Table 4 here.]
Although the geographical distribution of FDI flows by home countries is not published in the UAE, 7 data on OECD countries' outward FDI flows to the UAE since 5 WTO (2012) states the UAE government is working on the improvement of FDI statistics collection, particularly by source (page 12). 6 Linking sectorial distribution of FDI to economic growth, Cipollina et al. (2012) cite studies which find positive effect of FDI on growth using sector level data: Caves (1974) for Australia, Globerman (1979) for Canada, Blömstrom and Persson (1983), Blömstrom and Wolff (1994) for Mexico, Sjöholm (1999) Table 5 here.]
FDI MODE AND CORPORATE PLAYERS
According to UNCTAD, the number of greenfield FDI projects more than (Table 6) . Detailed corporate-level data available on the largest announced greenfield FDI projects for 2008-2010 suggest that they were highly concentrated in construction (Table 7) . 9 The total value of the largest greenfield investments announced by inward-investing firms in the construction industry amounted to nearly US$ 20 billion.
As According to Satyanand and Raghavendran (2010) , India's FDI outflows to the UAE amounted to US$ 2.2 billion in 2002-2009. 9 This perhaps explains why the UAE Government undertook business reforms making it easier to obtain construction permits, as mentioned below in the discussion of the policy scene. 10 Economic growth has also been examined using firm and plant level data. A number of studies have looked into positive spillover effects of foreign firms using firm and plant level data [Insert Table 6 here.]
[Insert Table 7 (Table 8 ). Out of 38 top M&A deals, six originated from the United States, seven from the United Kingdom, nine from other GCC countries (Kuwait, Qatar, and Saudi Arabia), three from India, and two from Malaysia.
[Insert Table 8 here.]
Many foreign MNEs operating in the UAE include U.S. Fortune 500 companies, both financial and non-financial (Table 9 ). The total number of U.S. MNEs' affiliates in the UAE with assets, sales or net income greater than US$ 25 million amounted to 113 in 2010, according to U.S. Bureau of Economic Analysis data, and 95 of them were majority-owned affiliates. Those majority-owned affiliates employed about 19,500 employees, of whom 4,400 were in professional, scientific and technical services, 4,300 in manufacturing, 1,900 in wholesale, and 1,900 in mining. The total compensation paid to employees of the majority-owned affiliates was US$1.2 billion, and the value-added generated by those affiliates amounted to US$ 5.9 billion, of which about US$ 4.1 billion was generated in the mining industry alone.
[Insert Table 9 here.]
THE POLICY SCENE
According to the WTO's 2006 and 2012 Trade Policy Reviews of the UAE, UAE's investment policy limits foreign investment, except in the free zones where 100 percent foreign ownership is allowed, and thus reduces competition between local and (Cipollina et al. 2012) . Some studies have found no spillovers (Aitken and Harrison 1999) and weak evidence of positive horizontal externalities (Alfaro and Rodriguez-Clare 2004), while other firm-and plant-level studies have found strong evidence of knowledge spillovers (Branstetter 2006; Haskel et al. 2006; and Keller and Yeaple 2009 The UAE Government has established nearly 40 free zones, in which 100 percent foreign ownership is allowed and no taxes are levied. The highest concentration of the free zones is in Dubai, with more than half of the total number of free zones (23), followed by Abu Dhabi (5), Ras Al Khaimah (4), Fujeirah (3), Sharjah (2), Ajman (1), and Umm Al Quwain (1).
11 Outside the free zones, local sponsors are needed for foreign companies to be established, and foreign ownership is limited to a maximum of 49 percent.
According to United States Government Accountability Office (2008) Despite some legal barriers to foreign investment in the UAE, the rapid growth of Bank 2012) . The aim of this decree is to establish a credit reporting system that provides lenders with the necessary information to support sound lending decisions, and stability to the financial services industry. The decree also regulates the operations of Emcredit and information sharing in the Emirate pursuant to the criteria and instructions stipulated by the Dubai Department of Economic Development (DED) and to the instructions and guidelines issued by the UAE Central Bank. Emcredit began functioning in February 2007 when it started to collect information on the repayment patterns of individual borrowers as well as firms, allowing better supervision of the debt level of banks and borrowers.
15 On the effect of bilateral investment treaties on FDI in GCC and MENA countries, see Mina (2009 Mina ( , 2010 Mina ( , and 2012 .
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In 2009/2010, the UAE launched Dubai Customs' comprehensive new customs system, Mirsal 2, which streamlined document preparation and reduced trading time (World Bank 2011). A year earlier, the UAE increased the capacity at the container terminal, eliminated the terminal handling receipt as a required document and increased trade finance products (World Bank 2010). 17 The UAE has shortened the time for delivering building permits in 2008/2009 by improving its online system for processing applications (World Bank 2010 
THE PATH AHEAD AND FUTURE RESEARCH
The UAE Government understands the strategic importance of inward FDI in building a sustainable and diversified economy and the current barriers to FDI. In the more recent and farther-future stretching Abu Dhabi Vision 2030, compared to the UAE Vision 2021, the UAE plans to "build a sustainable and diversified, high value-added economy that is well integrated into the global economy and that provides more accessible and higher-value opportunities for all its citizens and residents." 20 The sustainability of the economy is viewed as being founded on economic diversification, which is envisaged in terms of not only broader economic sectors but also of a larger enterprise base. Building such a base rests heavily on encouraging small businesses and entrepreneurship and on strategically promoting FDI in the economy.
UAE policy makers may be tempted to question the benefits of FDI to the UAE economy. UNCTAD's (2012) FDI contribution index for 2009 provides some evidence suggesting that FDI has been beneficial to the UAE in some respects (Table 10 ). The index indicates that FDI contribution to UAE value-added and wages and salaries was ranked in the first quartile of a group of 79 countries. However, contribution to employment and exports was ranked in the third and fourth quartiles, respectively. Thus the employment generation benefit of FDI may not have been fully realized in the UAE.
Creating enough job opportunities helps the UAE Government deal with the GCC-wide simmering youth unemployment problem.
[Insert Table 10 here.]
This outlook can be interlinked with the findings of the FDI literature to generate future research agenda. Future empirical research on the benefits of FDI to UAE economic growth, employment, and technology transfer and knowledge spillovers, at the aggregate, sectorial, and industrial and firm levels is of prime importance. Providing answers to these questions can help the government assess how to maximize the benefits of FDI in the UAE economy. Undertaking research in the UAE can be a very challenging task given the dearth of statistics. 
